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MORTGAGE LENDING IN A TIGHTER MONEY MARKET 


A basic change in the market for all fixed-income investments, including mort- 








gages, has taken place since last fall. Demand for long-term funds has risen to 
the point where it not only equals the supply, but, in view of a shift in Washing- 
ton’s monetary policies, actually threatens to exceed it. As a consequence, interest 
rates for months have been firming slowly but unmistakably; money has been growing 
tighter; and quotations for bonds, mortgages and similar securities have tended to ease. 


Any fundamental change of this nature usually lasts for some time and, in terms of 
prices, carries some distance before it is reversed. The last major shift, it will be re- 
called, began in June of 1953 and did not come to an end for 15 months. In this span of 
time bond prices advanced by nearly 10% and yields fell to the lowest levels in over 5 
years. Hence, whatever else it may have in store for mortgage lenders, 1955 (unlike 
its predecessor) is likely to be a year in which the balance in the money market will tip 
more and more in their favor. 


In the past 10 weeks this trend has become evident on a broad front. Government 
securities are a case in point. In mid-December, the famous Humphrey 3-1/4’s of 
1978-83 were still selling above 110. Last week, by contrast, they were down to 1063. 
Similarly, from the end of November to the beginning of March, the return on 90-day 
Treasury bills increased from 0.90% to 1.41%. The Dow-Jones yield index of twenty 
municipal bonds has risen in this period from around 2. 20% to nearly 2.45%. Bankers’ 
acceptances and commercial paper were marked up by 1/8 - 1/4% in January for the 
first time in 19 months. 


The rise in interest rates, naturally enough, has spilled over into the mortgage mar- 
ket. One painless result was an increase from 22% to 2-5/8% in the rate of interest paid 
by the FHA on its debentures, effective January 1, 1955. But there have been other re- 
percussions not quite so pleasant. In the last Mortgage Bulletin, dated December 10, 
1954, it was suggested that “. . . excessive lender enthusiasm for putting money into 
home liens, almost regardless of maturity or down payment, might well cool off in com- 
ing months.” This has proved to be the case. 


In particular, there has been a marked tightening in the market for VA mortgages. 
Last fall several of the big life insurance companies, in their eagerness to build up 
their portfolios, opened their books wide to 30-year, no-down-payment VA loans. At 
the peak of the market, for a short time at least, some were even paying par for such 
paper. Today, however, a definite retreat from these generous terms is in progress 
among insurance companies, savings banks and other major lenders. 


Some institutions are now setting a maximum of 25 years on VA maturities. Others 
are insisting on 5-10% down payments. Allocation schemes, in which sellers offer a 
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package of mortgages including both 30-year and 25-year loans, are growing increas- 
ingly popular. Lenders have been talking tougher price-wise, too. One astute mortgage 
man in New York City the other day said that in his opinion the going quotation for fairly 
good VA paper had slipped to 984, and that mortgages originating in less desirable parts 
of the country, or covering more doubtful credit risks, were changing hancs at a full point 
less. 


He cited the case of a seller from Charleston, West Virginia, who wanted to dispose 
of a million dollars’ worth of varied home loans. Asking price for the package, which 
included 25- and 30-year maturities and down payments ranging up to 10%. was 99. Best 
offer he could get from a savings bank was 983, and the bid covered only the top quality 
liens. 


True, special factors may have been involved here. For one thing, home mortgages 
in Charleston, where unemployment is relatively high, are not being appraised too highly 
at the moment, In addition, thrift institutions in the East are becoming increasingly 
choosy, in reflection of the fact that their mortgage portfolios have now been built up to a 
very high point indeed. In January, for example, savings banks increased their holdings 
by $164 million, one-third above January 1954 and an all-time high for the month. Their 
aggregate mortgage investments now exceed $15 billion and represent nearly 51% of 
total assets, highest percentage since 1933. Some mutuals, in fact, are reported loaned 
up for the rest of this year (savings and loan associations are also heavily committed). 
Nonetheless, the above transaction illustrates the noticeable stiffening in terms that is 
taking place in the market at the present time. 


Action by Washington’s monetary authorities has been responsible, in part at least, 


for the changed picture. Toward the end of last year the Federal Reserve Board publicly 
abandoned its policy of “a..ive ease” in the money market and substituted a policy merely 
of “ease.” Dropping the adjective meant more than some observers thought at the time, 
for in the past 3 months the Fed generally has been a seller rather than a buyer of Gov- 
ernment securities. 


Since mid-December, for example, it has sold some $1.3 billion of securities, to 
prevent bank reserves from rising seasonally by a comparable figure. It has flashed an 
amber light at the stock market by raising margin requirements from 50% to 60%. The 
Treasury, for its part, took a small step in the same direction by offering a new 40-year, 
3% bond last month to holders of other maturing issues ($1.9 billion was subscribed). 


What’s more, further steps to restrain credit are possible - some would even say 
probable - between now and midyear. In particular, a rise in the Federal Reserve’s 
rediscount rate from its current level of 14% to at least 1-3/4% is considered to be in 
the cards, in view of the sharp advance in the Bank of England’s bank rate from 3% at 
year ’s end to 44% at the present time. 


Meanwhile, demand for long-term funds continues to grow. State and local govern- 
ments, for example, which issued a record volume of tax-exempt securities in 1954, are 
well on their way toward shattering this mark in the current year. Corporate industry, 
too, is likely to tap the money market for more funds in 1955. Viewing the capital 
market as a whole, one leading Wall Street underwriting firm has come to the conclu- 
sion that the demand for long-term funds in the private U. S. economy this year is likely 
to exceed the supply by $1.6 billion. 














A similar view was expressed some weeks ago by Roy L. Reierson, vice president 
of the Bankers Trust Co., who told the Mortgage Bankers Association of America: 
“The aggregate requirements for investment funds will be larger this year than they 
were last year. . . availability of funds rather than the potential demand may be the 
limiting factor upon real estate mortgage growth in 1955.” 


Mr. Reierson then went on to indicate that the biggest competition that a mortgage 
borrower will have to face will be “competition from other mortgage borrowers.” Ac- 
cording to the Home Loan Bank Board, this year’s growth in mortgage debt is likely 
to exceed last year’s $8.9 billion by at least $700 million, and total home mortgage 
recordings (nonfarm mortgages of $20,000 or less) may well top the record $23 billion 
written in 1954. 


In this connection, the latest home loan statistics of VA and FHA - and forecasts for 
com’ -g months made by top officials of both agencies - are of more than passing in- 
terest. In January, VA has announced, it received nearly 52,000 home loan applica- 
tions, only a slight drop from the December figure and nearly 2} times the number filed 
in January 1954. 


Moreover, there is every sign that this phenomenal activity will continue, at least 
for the next few months. This may be seen in the fact that the VA received appraisal 
requests for 75,493 proposed and existing homes in January; the figure actually was 
2, 200 more than in December (and 121% ahead of the 34,000 appraisal requests filed 
12 months previously). For 1955 as a whole, T. J. Sweeney, new Assistant Deputy 
Administrator for Loan Guaranty, expects the total volume of GI loans to advance by 
about 74% over record-breaking 1954, when lenders invested $4.3 billion in such mort- 


gages. 


A similar situation exists for FHA. In fact, this agency has been using up its in- 
surance authorization so fast that Congress recently was asked to approve an emergency 
increase of $1.5 billion in its lending authority to keep it going until June 30 (its total 
revolving authorization now stands at $22.3 billion). 


At the very brief hearing of the Senate Banking and Currency Committee on the in- 
creased authorization, some interesting facts were revealed concerning FHA’s recent 
operations. Including preliminary figures for January, the agency since July 1, 1954, 
has received insurance applications covering 377,000 dwelling units - 207,000 units of 
new construction, and 170,000 units of existing housing. From February 1 to June 30, 
1955, according to FHA’s best estimates, it expects to receive applications for another 
329, 000 units, requiring perhaps $1-1/4 billion in insurance authorization. 


A closer look at these figures also reveals that FHA expects an acceleration of ac- 
tivity under some of the new programs provided for by the Housing Act of 1954. For 
example, under the new Section 220 (mortgages whose proceeds will be used to rehabili- 
tate existing slum dwellings or construct new developments in “urban renewal areas”), 
FHA anticipates applications covering some 24, 500 units, covering both dwellings de- 
signed for one to eleven families and multifamily housing. 


A companion program, Section 221, which covers financing of housing for families 
displaced by slum clearance, is on the schedule for 10, 500 units. Finally, Section 222, 
covering liens on servicemen’s homes, is expected to produce 5,000 mortgage applica- 
tions this fiscal year. (Through January 31, incidentally, some 1, 222 applications had 























been received for Section 222 financing, a figure the agency considers unusually high, in 
view of the newness of the program). These forward estimates of financing under Sec- 
tions 220-222 are highly tentative, FHA points out; nonetheless, they indicate the agency’s 
current thinking on the probable growth of these mortgage programs in coming months. 


The contrast between this year and last is also striking from the standpoint of pro- 
posed new legislation. As Albert M. Cole, HHFA Administrator, told the National 
Association of Home Builders in Chicago some weeks ago, ‘It is a refreshing change to 
find that your convention program is singularly lacking in proposals for major new Gov- 
ernment housing legislation. . .” The reason, of course, is that the 1954 Housing Act 
was one of the most comprehensive in years, and its full implications have yet to be 
explored. 


However, this doesn’t mean that nothing of interest to the home finance industry is 
afoot on Capitol Hill. Quite the contrary. For one thing, the shift in control from the 
Republican to the Democratic Party has led to the introduction of a surprisingly large 
number of bills in the housing field. For example, measures have been introduced to 
raise the guaranty limits on VA farm loans to correspond with those on urban housing 
loans; to reduce the maximum FHA-VA interest rate to 4% and authorize the Govern- 
ment to make such credits available when private institutions will not; to cut the FHA 
premium rate on co-op housing insurance by 1/4%; and many others. 


With one or two exceptions, such bills are conceded little chance of passage, given 
the current makeup of Congress. But several other moves of concern to mortgage lenders 
are likely to be acted upon at this session. While it has yet to take shape, even in ten- 
tative form, there will probably be some kind of “Housing Act of 1955.” For one thing, 
as noted above, FHA’s authorization is dwindling rapidly. Even the $1.5 billion which 
it will get this month will carry it only through the end of the current fiscal year. The 
agency already has put in a bid for an additional $3.5 billion of insurance authority. 


Moreover, the Administration also has outlined several legislative goals for this 
year. Late in January it recommended, among other things, the extension of VA’s 
direct lending program from June 30, 1955, to July 25, 1957; extension of FHA Title I 
beyond its current termination point, June 30, 1955; and authority for the President, 
at his discretion, to vary down payments, maturities and interest rates on Government- 
insured and guaranteed loans. 


The last-named provision, it will be recalled, was contained in the version of the 
Housing Act of 1954 which was approved by the House Banking and Currency Committee, 
but it was stricken out at the last minute on the floor. In view of the Administration’s 
awakened concern over the possibility of a runaway boom, it is likely to press hard for 
inclusion of this power in any new housing measure proposed this year. 











